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 FRHIILFLHQW VLJQLILFDQW DW   DQG  OHYHOO ODERUP PDWHULDOVI IXQGVN FDSLWDO/ ORDQV6 VHFXULWLHVG GHSRVLWVW WLPHWUHQGDQGQS QRQSHUIRUPLQJORDQV

HVWLPDWHGSDUDPHWHUVDUHVWDWLVWLFDOO\GLIIHUHQWIURP]HURDWVLJQLILFDQFHOHYHOVRIRUOHVV$ORJOLNHOLKRRGWHVWUHMHFWHG WKHQXOOK\SRWKHVLV WKDWWKHVHWVRIFRHIILFLHQWV IRU WKHGLIIHUHQWVL]HJURXSVDUHWKHVDPH
,Q RUGHU WR H[SORUH WKH FRVW IXQFWLRQ SURSHUWLHV VHYHUDO UHJXODULW\ FRQGLWLRQV ZHUH WHVWHG LQDGGLWLRQ WR WKH OLQHDU KRPRJHQHLW\ LQ LQSXW SULFHV DQG V\PPHWU\ LPSRVHG D SULRUL GXULQJHVWLPDWLRQ0RQRWRQLFLW\LQRXWSXWDQGLQSXWSULFHVZDVVDWLVILHGVLQFHPDUJLQDOFRVWVDQGWKHILWWHGLQSXWFRVWVKDUHVZHUHSRVLWLYHDWPRVW GDWD SRLQWV LQ WKHVDPSOH&RQFDYLW\  LQ  LQSXWSULFHV ZDV DOVR VDWLVILHG  IRU WKH UDQJHRI REVHUYDWLRQV EHFDXVH  WKH PDWULFHV  FRPSXWHGXVLQJWKHILWWHGLQSXWFRVWVKDUHHTXDWLRQVDQGWKHUHOHYDQWSDUDPHWHUHVWLPDWHVZHUHQHJDWLYHVHPLGHILQLWH7KHUHTXLUHPHQWVZLWKUHVSHFWWRGHSRVLWVZHUHQRWFRPSOHWHO\VDWLVILHGVLQFHWKHVKDGRZ SULFH RI GHSRVLWV UHVXOWHG SRVLWLYH DWPRVW GDWD SRLQWV EXW WKH SDUWLDO GHULYDWLYHRIFRVWV ZLWK UHVSHFW WR GHSRVLWV ZDV QHJDWLYH QRW FRQIRUPLQJ ZLWK WKH FRQYH[LW\ FRQGLWLRQ)LQDOO\WKHHVWLPDWHGFRVWVZHUHSRVLWLYHIRUDOOYDOXHVRIRXWSXWVDWLVI\LQJWKHQRQQHJDWLYLW\FRQGLWLRQDQGFRQWLQXLW\IROORZHGIURPWKHIOH[LEOHIXQFWLRQDOIRUPHPSOR\HG
$GGLWLRQDO UHVWULFWLRQVZHUH WKHQ LPSRVHGRQ WKHSDUDPHWHUV RI WKH WUDQVORJ FRVW IXQFWLRQ LQRUGHU WR LQYHVWLJDWH WKHSURGXFWLRQVWUXFWXUHRI WKH LQGXVWU\)RXUK\SRWKHVHVZHUH WHVWHG LKRPRWKHWLFLW\WKHFRVWIXQFWLRQFDQEHZULWWHQDVDVHSDUDEOHIXQFWLRQLQRXWSXWIDFWRUSULFHVOHYHOVDQGWLPHJMP JPW JPG LLKRPRJHQHLW\ZLWKUHVSHFWWRRXWSXWWKHHODVWLFLW\RIFRVWZLWKUHVSHFWWRRXWSXWLVFRQVWDQWJMP JPW JPG JPP LLLXQLWDU\HODVWLFLW\RIVXEVWLWXWLRQEHWZHHQ LQSXWV JMN  DQG LY JHQHUDOLVHG &REE'RXJODV XQLWDU\ HODVWLFLW\ RI VXEVWLWXWLRQWRJHWKHUZLWK KRPRJHQHLW\ JMP JPW JPG JPP JMN  7KH UHVXOWV RI WKH VWUXFWXUDO WHVWV RI WKHFRVW IXQFWLRQ SUHVHQWHG LQ 7DEOH  LQGLFDWH WKDW HDFK UHVWULFWHG IXQFWLRQDO IRUP RI WKHSURGXFWLRQ WHFKQRORJ\ LV VWURQJO\ UHMHFWHG ,Q DOO FDVHV WKH OLNHOLKRRG UDWLR WHVW VWDWLVWLF
 7KH PRGHO ZDV DOVR HVWLPDWHG ZLWK UHJLRQDO GXPP\ YDULDEOHV DV IL[HG HIIHFWV +RZHYHU WKHK\SRWKHVLVRIGLIIHUHQFHVDFURVVUHJLRQVZDVUHMHFWHG)RUWKDWUHDVRQWKHHVWLPDWHVSUHVHQWHGLQ7DEOHZHUHREWDLQHGZLWKRXWUHJLRQDOGXPP\YDULDEOHV 7KH OLNHOLKRRG WHVWZDV SHUIRUPHG E\ LQFRUSRUDWLQJ WZR GXPP\ YDULDEOHV IRUPHGLXP DQG VPDOOVL]HGEDQNVLQWRWKHSRROHGHVWLPDWLRQDQGDOORZLQJHYHU\SDUDPHWHUWRYDU\DFURVVWKHODUJHPHGLXPDQGVPDOOVL]HGEDQNVREVHUYDWLRQV7KLVXQUHVWULFWHGPRGHOZDV WKHQFRPSDUHGWRWKHUHVWULFWHGPRGHOZKLFKLPSRVHGFRPPRQFRHIILFLHQWVIRUDOOVXEJURXSV7KHOLNHOLKRRGUDWLRVWDWLVWLFZDVDQGWKHFULWLFDOYDOXHZDVDWWKHFRQILGHQFHOHYHO 7KH VWDELOLW\ RI FRHIILFLHQWV RYHU WLPH ZDV DOVR DQDO\VHG E\ HVWLPDWLQJ WKH PRGHO RYHU GLIIHUHQWVXESHULRGV7KHHVWLPDWHVSUHVHQWHGDVWDEOHSDWWHUQRYHUWLPH 7KLVUHVXOWDOVRVXJJHVWVWKDWGHSRVLWVVKRXOGEHPRGHOOHGDVLQSXWVLQWKH$UJHQWLQHEDQNLQJLQGXVWU\$V +XJKHV HW DO  SRLQWHG RXW LI GHSRVLWV DUH RXWSXWV WKHQ PRUH YDULDEOH LQSXWV DQG KHQFHYDULDEOHH[SHQGLWXUHZLOOEHUHTXLUHGWRSURGXFHTDQGWKHLQFUHDVHG[GZKLFK LPSOLHVWKDWwFw[G!,IGHSRVLWV DUH LQSXWV DQ LQFUHDVH LQ WKHLU OHYHO DOORZV D UHGXFWLRQ LQ WKH H[SHQGLWXUH RQ YDULDEOH LQSXWVQHHGHGWRSURGXFHTZKLFKLPSOLHVWKDWwFw[G,QWKLVFDVHWKHVKDGRZYDOXHRIGHSRVLWVLVSRVLWLYHWKDWLVwFw[GLPSO\LQJWKDWGHSRVLWVIXQFWLRQDVLQSXWVLQSURGXFWLRQ

H[FHHGHGWKHFKLVTXDUHFULWLFDOYDOXHDW VLJQLILFDQFH OHYHO VXJJHVWLQJ WKDW WKHXVHRI WKHWUDQVORJIOH[LEOHIXQFWLRQDOIRUPWRHVWLPDWHWKHFRVWVWUXFWXUHDSSHDUVWREHDSSURSULDWH
7DEOH6WUXFWXUDOWHVWVRIWKHFRVWIXQFWLRQ/LNHOLKRRG5DWLRWHVWVWDWLVWLF6XEVDPSOHV5HVWULFWLRQV 2YHUDOO /DUJH 0HGLXP 6PDOO GI &KLVTXDUHL+RPRWKHWLFLW\      JMP JPW JPG LL+RPRJHQHLW\LQRXWSXW      JMP JPW JPG JPP LLL8QLWDU\HODVWLFLW\RIVXEVWLWXWLRQ      JMN LY*HQHUDOLVHG&REE'RXJODV      JMP JPW JPG JPP JMN  &ULWLFDOYDOXHVDWOHYHO
$OWKRXJK PRVW RI WKH SDUDPHWHUV DUH QRW UHDGLO\ LQWHUSUHWDEOH LQGLYLGXDOO\ VRPH UHOHYDQWLPSOLFDWLRQVDERXWPDUNHWSRZHUDUHHYLGHQWIURPWKHSULFLQJHTXDWLRQHVWLPDWHVSUHVHQWHGLQWKH ODVW URZV RI 7DEOH  7KHVH UHVXOWV VXJJHVW VLJQLILFDQW GHSDUWXUHV IURP PDUJLQDO FRVWEHQHILW SULFLQJ ,Q WKH ORDQV PDUNHW WKH SDUDPHWHU T/ SRVLWLYH DQG KLJKO\ VLJQLILFDQWLQGLFDWHV WKDW EDQNV VHHP WR SULFH DERYHPDUJLQDO FRVW LPSO\LQJ D SRVVLEOH H[SORLWDWLRQ RIROLJRSRO\ SRZHU LQ WKLVPDUNHW ,Q WKHPDUNHW IRU GHSRVLWV WKH FRHIILFLHQW TG ZKLFK LV DOVRVWDWLVWLFDOO\VLJQLILFDQWEXWQHJDWLYHVXJJHVWVWKDWEDQNVVHHPWRSD\PRUHWKDQWKHIXOOYDOXHRIWKHLU PDUJLQDO EHQHILW IRU LQFUHDVHV LQ GHSRVLWV LPSO\LQJ QR PDUNHW SRZHU H[HUWLRQ LQ WKLVPDUNHW0RUHGLUHFWDVVHVVPHQWRIPDUNHWSRZHUUHTXLUHVHYDOXDWLQJWKHW HVWLPDWHVSUHVHQWHGLQWDEOHIRUWKHDYHUDJHEDQN  7KHVHPHDVXUHVZHUHFDOFXODWHGE\XVLQJWKHHVWLPDWHGFRVWIXQFWLRQVLQ7DEOHSUHGLFWHGFRVWVDQGREVHUYHGRXWSXWDQGLQSXWSULFHV
,Q WKH ORDQVPDUNHW WKH HVWLPDWHG YDOXH RI W/ IRU WKH DYHUDJHEDQN LQGLFDWHV WKDW EDQNV DUHSULFLQJ  DERYH PDUJLQDO FRVW PRUHRYHU WKH DYHUDJH PDUJLQ LQFUHDVHG IURP  WR RYHU WKH VDPSOH SHULRG 7KH PDUJLQV DOVR GLVSOD\ VRPH LQWHUHVWLQJ SDWWHUQV DFURVVVXEJURXSVRIEDQNV7KHHVWLPDWHGYDOXHVRIW/ IRUODUJHPHGLXPDQGVPDOOVL]HGEDQNVDUHDQGUHVSHFWLYHO\ZKLFKVXJJHVWVWKDWVPDOOEDQNVVHHPWRH[HUFLVHDKLJKHU
 (YHQZKHQWKHUHVXOWVIURP3DQHO$DUHGHULYHGIURP WKHSDUDPHWHUHVWLPDWHVIRU WKHRYHUDOOVDPSOHDQG WKRVH IURP3DQHO%XVLQJSDUDPHWHU YDOXHV IRU WKHVXEVDPSOHV RI ODUJHPHGLXPDQGVPDOOVL]HGEDQNVWKHFRQFOXVLRQVGUDZQDUHFRQVLVWHQWDFURVVSDQHOV

GHJUHHRIPDUNHWSRZHUSULFLQJWKDQODUJHUILQDQFLDOLQVWLWXWLRQV7KLVUHVXOWFRXOGEHH[SODLQHGE\WKHIDFWWKDWVPDOOVL]HGEDQNVDUHPRUH UHWDLORULHQWHGSURYLGLQJFUHGLW WRKRXVHKROGVDQGVPDOOILUPVZKLOHODUJHEDQNVDUHPRUHRULHQWHGWRZDUGFRUSRUDWHFXVWRPHUV,QDGGLWLRQUHWDLOFXVWRPHUV DUH OHVV LQIRUPHG DQG OHVV OLNHO\ WR VZLWFK IURP RQH EDQN WR WKH RWKHU ZKLOHFRUSRUDWHFXVWRPHUVKDYHDVWURQJHULQFHQWLYHDQGDELOLW\WRJDWKHULQIRUPDWLRQDQGVHHNSULFHRIIHUV IURP GLIIHUHQW EDQNV ,Q WKLV ODWWHU FDVH FRXQWHUYDLOLQJ SRZHU FRXOG PLWLJDWH PDUNHWSRZHU OHDGLQJ WR ODUJH EDQNV H[HUWLQJ D ORZHU GHJUHH RI ROLJRSRO\ SRZHU WKDQ VPDOOHULQVWLWXWLRQV,QIDFW%HUJDQG.LPILQG WKDWEDQNVLQ1RUZD\KDYHVXEVWDQWLDOPDUNHWSRZHU LQ WKH UHWDLOPDUNHW ZKLOH WKH\ DSSHDU WR SRVVHVV OHVVPDUNHW SRZHU LQ WKH FRUSRUDWHVHJPHQW
7DEOH0DUNHWSRZHUDQGFRVWHODVWLFLWLHVPHDVXUHV/RDQV 'HSRVLWV &RVWRXWSXWHODVWLFLW\ &RVWWLPHHODVWLFLW\W/ WG HFT HFTG HFW HFWG
$(VWLPDWHVGHULYHGXVLQJSDUDPHWHUYDOXHVIRURYHUDOOVDPSOHRIEDQNV
2YHUDOO                  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  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 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        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     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%(VWLPDWHVGHULYHGXVLQJSDUDPHWHUYDOXHVIRUVXEVDPSOHVRIODUJHPHGLXPDQGVPDOOVL]HGEDQNV
/DUJHEDQNV      0HGLXPEDQNV      6PDOOEDQNV      
)RU WKH GHSRVLWV PDUNHW WKH DYHUDJH W' PHDVXUH LQGLFDWHV WKDW WKH DYHUDJH EDQN LV SD\LQJDERYH WKHPDUJLQDO VKDGRZYDOXH RI GHSRVLWV7KH UHVXOWV DOVR VKRZ WKDW WKLVPDUJLQLQFUHDVHGRYHUWKHVDPSOHSHULRGIURPWR:KHQDQDO\VHGDFURVVVXEJURXSVRIEDQNVWKHHVWLPDWHGYDOXHRIW' LQGLFDWHVWKDWVPDOOEDQNVLQWHUHVWUDWHRQGHSRVLWVLVDERYHWKHPDUJLQDO VKDGRZYDOXH RI GHSRVLWVZKLOH ODUJHEDQNVSD\ MXVWDERYH LW7KHVH UHVXOWVVHHP WR VXJJHVW WKDW VPDOOVL]HG EDQNV ZKLFKPD\ KDYH OLPLWHG DFFHVV WR RWKHU VRXUFHV RIIXQGVKDYHWRSD\DQRYHUSULFHLQRUGHU WRDWWUDFWGHSRVLWVZKLOH ODUJHILQDQFLDO LQVWLWXWLRQV

SUREDEO\KDYLQJDFFHVVWRLQWHUQDWLRQDOOLQHVRIFUHGLWIRUH[DPSOHSD\DORZHURYHUSULFHIRULQFUHDVHVLQGHSRVLWV
7KHLQWHUSUHWDWLRQRI WKHVHLQGLFDWRUVRIPDUNHWSRZHULVUHLQIRUFHGZLWK WKHFRQVLGHUDWLRQRIWKHDVVRFLDWHGHYLGHQFHRIFRVWHFRQRP\PHDVXUHV SUHVHQWHG LQ7DEOH7KHFRVW HODVWLFLWLHVPHDVXUHVZHUHREWDLQHGE\VHWWLQJWKHYDULDEOHVLQDQGHTXDOWRWKHLUDYHUDJHYDOXHRIWKHWRWDOVDPSOHRUVXEVDPSOH7KHHVWLPDWHGYDOXHIRUWKHRYHUDOOVDPSOHHFT  VXJJHVWVWKHSUHVHQFH RI VLJQLILFDQW HFRQRPLHVRI VFDOHZKLFK KDYH LQFUHDVHG RYHU WKH VDPSOH SHULRGVLQFHHFT GURSIURPLQWRLQ,QDGGLWLRQWKHPRVWDSSURSULDWHPHDVXUHIRU FRVW DQDO\VLV HFTG  LQGLFDWHV WKDW HYHQ DIWHU DGMXVWLQJ IRU WKH HIIHFW RI PDUNHWLPSHUIHFWLRQVLQWKHPDUNHW IRUGHSRVLWVWKHDYHUDJHEDQNRSHUDWHVZLWKLQFUHDVLQJUHWXUQVWRVFDOH 7KLVPHDVXUHDOVRGHFUHDVHVRYHUWKHVDPSOHSHULRGIURPWR3UREDEO\WKLVLVGXHWRWKHIDFWWKDWZKLOHRQWKHRQHVLGHEDQNVDUHH[SORLWLQJWKHHFRQRPLHVRIVFDOHWKURXJKWKH FRQVROLGDWLRQ SURFHVV RQ WKH RWKHU UHJXODWRU\ FKDQJHV DQG DGYDQFHV LQ WHFKQRORJ\ DUHLQFUHDVLQJWKHRSWLPDOVFDOHOHDGLQJWRDQLQFUHDVHLQVFDOHHFRQRPLHVRYHUWLPH
7KH UHVXOWV DOVR VKRZ WKDW VFDOH HFRQRPLHV GLPLQLVK DV ILUP VL]H LQFUHDVHV KRZHYHU WKHHVWLPDWHGHFTG UHYHDOV WKHSUHVHQFHRIVLJQLILFDQWLQFUHDVLQJ UHWXUQVWRVFDOH IRUDOOVL]HEDQGVVXJJHVWLQJ WKDW WKH DYHUDJH FRVW FXUYH LV QRW8VKDSHG+RZHYHU WKHUHPD\ EH D SDUWLFXODUOHYHORIRXWSXW RXWVLGH WKHREVHUYHG UDQJH LQ WKHVDPSOH DERYHZKLFKEDQNVZRXOG RSHUDWHXQGHUFRQVWDQWRULQFUHDVLQJUHWXUQVWRVFDOH,QIDFW IRU WKH86EDQNLQJ LQGXVWU\%HUJHUDQG0HVWHUILQGLQFUHDVLQJUHWXUQVWRVFDOHIRUDOOVL]HFODVVHVXSWKURXJKELOOLRQZLWKGHFUHDVLQJ UHWXUQV WKHUHDIWHU ,Q DGGLWLRQ &DYDOOR DQG 5RVVL  IRU D VDPSOH RI VL[(XURSHDQ FRXQWULHV ILQG FRQVWDQW UHWXUQV WR VFDOH IRU ODUJHEDQNVZLWK DYHUDJH DVVHWV RI ELOOLRQ,Q$UJHQWLQDWKHODUJHVWEDQNVKDYHOHVVWKDQELOOLRQLQDVVHWVZKLFKPD\VXJJHVWWKDWWKHUHVWLOOH[LVWHFRQRPLHVWKDWFDQEHH[SORLWHGE\DQLQFUHDVHLQWKHVL]HRIEDQNV
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